A154: 1/20 


U.S. Department of Housing and Urban Development 
Washington, D.C. 20410 (202) 557-0586 Pam 


July 28, 1980 Volume 11 Number 30 


VW 
NON - CIRCULATING 


venom OF UTAR 


Hud Newsletter” ~* 


JUL2 8 1980 


is aed DEPOSITORY 
HUD Study Refutes Role of Condominium Conversions . 
The myth of widespread condominium conversions and the role that phenomenon has played in reducing 
the existing stock of rental housing across the Nation has been refuted by a congressionally mandated study 
prepared by HUD. The report, The Conversion of Rental Housing to Condominiums and Cooperatives, is 
the first nationwide study of the scope and impact of condo conversions. 


In releasing the report, HUD Secretary Moon Landrieu said: *‘Contrary to popular belief, the 
phenomenon of condominium conversion, thus far, has played only a small part in the reduction of 
available rental units. Furthermore, the study shows that a strong and growing desire for homeownership is 
the usual driving force behind conversion.”’ 


Prior'to the release of the report, it was widely believed that the rising trend of condominium conversions 
was to blame for the shortage of rental housing. Indeed, the U.S. Senate is considering two legislative 
proposals (S. 612 and S. 2719) designed to regulate and curb abuses in connection with condominium and 
cooperative conversions. In a report issued by the Senate recently (No. 96-736), the Subcommittee on 
Housing and Urban Affairs determined that it is appropriate to establish minimum Federal protections for 
tenants of rental properties undergoing conversion. Several States also have adopted comprehensive 
legislation to preclude abuses in connection with the marketing of condominiums and cooperatives. 


The HUD study, however, suggests that the conversion trend is not so sweeping or pervasive as has been 
assumed. Conducted by HUD’s Office of Policy Development and Research (PD&R), the report showed 
that within the last decade, 366,000 rental units have been converted nationwide. This amounts to 1.3 
percent of the Nation’s stock of rental housing. About half of all the conversions have been in the suburbs. 
Secretary Landrieu said the findings *‘indicate that the nationwide shortage of available rental units is due 
to a variety of reasons; to single out one — be it condominium conversions, rent control, or whatever — 
may be good for venting frustrations but it doesn’t get rental units built.’’ He expressed the hope that the 
Nation’s energies will now be focused on the real problem — ‘‘that of finding ways to encourage the 
construction of multifamily rental projects, especially for low- and moderate-income persons.”’ 


The PD&R study said that up to now, the number of conversions which have taken place has generally not 
been known because of the difficulty of assembling information from local public records; because the 
processes which govern conversions in various housing markets differ; and because of differences in 
terminology regarding conversions across these markets. ‘‘Very few rental properties were converted to 
multiple ownership in this country prior to 1970,”’ the study said. “‘Since then 366,000 rental housing 
units have been converted. Of these, only 18,000 are cooperative conversions. The rate of conversions has 
been accelerating: in the period 1977 through 1979, 260,000 units were converted, 71 percent of the 
decade’s total. To date, conversion activity has been concentrated in larger metropolitan areas. Seventy- 
six percent of all conversions have occurred in the 37 largest SMSA’s, and 59 percent have taken place in 
just 12 of these areas. There is some evidence, however, that the conversion phenomenon may be 
expanding to or increasing in smaller metropolitan areas,’’ according to the report. Within the largest 
metropolitan areas of the Nation, a surprising large amount of conversions (49 percent) has occurred in 
suburban jurisdictions, the study noted. The remaining 51 percent has taken place within central cities. 








**Nationally,”’ the report predicted, ‘‘the volume of condominium and cooperative conversion activity is 
expected to increase through 1985.’’ It said that the analysis suggests that the number of conversions will 
increase each year, but at “‘successively decreasing rates.’’ The report noted that there are a few 
metropolitan areas where the supply of rental properties most suited to conversion will be nearly exhausted 
within five years. But, it pointed out, future conversion volumes may be influenced by many currently 
unknown factors including long-term financial conditions, Government regulation, or changes in the 
Federal tax code. 


Donna Shalala, PD&R Assistant Secretary, said the study ‘‘is the first solid data which document the 
extent and location of conversions, the factors contributing to their increasing numbers and their effects on 
people, neighborhoods and communities.’’ Prepared in response to a congressional directive, the study 
was conducted between September 1979 and June 1980. It consisted of more than 1,100 interviews with 
current and former residents of converted buildings in 12 metropolitan areas with high levels of conversion 
activity. It also included 400 interviews with different types of individuals who are knowledgeable about 
the conversion phenomenon in the 37 largest metropolitan areas and some 450 interviews with a national 
sample of local chief executives. 


A summary of factors uncovered by the 10-month analysis follows: 


* Fifty-nine percent of all conversions have taken place in just 12 large metropolitan areas. There is 
evidence, however, that the conversion phenomenon may be expanding to or increasing in other, small 


metropolitan areas. 


* The number of conversions tend to be somewhat greater in metropolitan areas with growing numbers of 
households and with larger populations of households having one or two persons headed by someone 35 
years old or younger. Conversions are also somewhat more numerous in areas where more people earn 
about $25,000, where luxury buildings form a higher proportion of the rental stock, and where rental 
housing stocks are relatively new. 


* Households earning more than $30,000 annually bought 39 percent of converted units, but since 
converted rental units are often less expensive than newly constructed condominiums and cooperatives or 
single-family homes, they also provide a new avenue of ownership for smaller, younger households who 
have incomes insufficient for other types of housing. 


* Of those who move from converting buildings, 18 percent move to rental housing that is of similar or 
lower quality at higher cost, or if lower quality, at equivalent cost. 


* Although slightly more than one-third of all local jurisdictions have had or still have conversion activity, 
fewer than one in five of those experiencing conversions has passed a regulatory ordinance. 


* A majority (57 percent) of the owner occupant households in converted buildings are single persons, 
compared to merely 14 percent of all owner occupants in the Nation. 


* Compared to all owner occupants nationally, fewer owner occupants of converted buildings are elderly 
(9 percent versus 22 percent). 


* Two-thirds of all owner occupants name economic factors as their primary reason for buying: to provide 
a hedge against inflation; to stabilize housing costs; as a tax shelter or investment; or as an alternative to 
single-family housing. 


* Tenants of converting buildings typically are given about 70 days to decide whether or not to buy. Many 
tenants are distressed — at least initially — by the prospect of conversion. About one-fourth of tenants who 
bought or continued to rent their units after conversion report they felt under pressure to 

buy — not so much on account of harassment or sales tactics as by the very experience of having to decide 
what to do. 


* Nearly three-fourths of those who move from converting buildings say they felt under pressure because 
of the disruption and uncertainty associated with having to move. 


* One-half of these movers had some difficulty in finding new housing; elderly, non-white, and lower- 
income former tenants are more likely to report such difficulty. However, 90 percent of those who move 
out after conversion say they are satisfied with their new housing; this is roughly the same degree of 
satisfaction reported for those replacing them in the converted building. 


* Of those who move out when their building is converted, 70 percent continue to rent and they typically 
experience rent increases of less than 10 percent; however, 28 percent pay at least 25 percent more for rent. 


* Nearly three-fourths of all former residents have moved to new neighborhoods and 95 percent find them 
as good or better than their old one. However, those with lower incomes are more likely to report that their 
new neighborhood is worse than the old one. 


Even before the survey was released, Secretary Landrieu had predicted a dim picture for the future of 
rental housing. In February, he told a Senate subcommittee that the prospects for meeting the multifamily 
rental housing needs of Americans in the 1980’s is not promising, and noted that the production and 
availability of rental housing has suffered a major decline. ‘“The outlines of the problem,”’ he told the 
subcommittee, ‘‘are familiar to all of us: record low nationwide rental vacancy rates, with reasonably 
priced rental units simply unavailable in major cities; the very low level of unsubsidized rental 
construction, and the increasing dependence of multifamily rental construction upon HUD aid or other 
Federal assistance.’’ Expressing concern about the effect condominium conversion has on low-income 
families, he said the Federal Government has .an important role — to-help prevent displacement by making 
Section 235 subsidies available for moderate-income tenants who want to buy their units upon conversion. 


Propesed Rule Would Help CBO’s Upgrade Their Neighborhoods 


Community based organizations (CBO’s) would find it easier to become more involved in upgrading their 
neighborhoods if proposed regulations are adopted by HUD. The program would make it easier for CBO’s 
to buy, repair and re-sell federally owned homes. Under the guidelines HUD would permit CBO’s to 
acquire HUD-owned properties for neighborhood preservation activities on a non-competitive sales basis 
and at minimum cost. 


Generally , CBO’s are required to compete with other prospective purchasers, including investors, in 
establishing the highest acceptable bid prices. HUD acquires the properties by paying off lenders who 
foreclose on FHA-insured home mortgages in default. The properties are conveyed to HUD in exchange 
for payment of insurance claims. CBO’s would buy the houses in ‘‘as-is’’ condition through their local 
governments which now have priority rights to buy or accept donations of federally owned properties for 
use in local housing programs. Sales will involve a pass-through of houses to local governments which 
will, in turn, transfer them to eligible CBO’s. 


HUD Secretary Moon Landrieu anticipates that the proposed program will expedite the repair and return 
of HUD-owned properties to private ownership. Repairs would be made to HUD specifications within six 
months of purchase by the CBO’s. HUD, in turn, would insure the mortgage financing once the properties 
are sold to qualified individual homeowners. 

HUD is soliciting public comments and suggestions on the proposed rules which appeared in the June 9 
edition of the Federal Register. Comments will be accepted through August 9. The Department is 
particularly interested in comments on the following questions: 


* What changes should be made in HUD’s present property disposition procedures to develop a successful 
CBO sales program? 


* What are the advantages and disadvantages of implementing the proposed program? 
* Are there alternative means of accomplishing the same goals? 

* What should the criteria be for qualifying CBO’s for participation? 

* What should the role of local governments be? 


Written comments and/or suggestions should be addressed to the Rules Docket Clerk, Room 5218, HUD, 
451-7th Street, S.W., Washington, D.C. 20410. 





Publications Available 


The following publications my be purchased from the Superintendent of Documents, Government 
Printing Office, Washington, D.C. 20402. Remittance must be by check, money order, Visa or Master 
Charge. When orderiag, please indicate stock numbers. For additional information, contact J.G. Mills, 
chief, Documents Control Branch (202/275-3343). 


Designs for Low-Cost Homes. . . presents 11 house designs of varying style and size which can be built 
for approximately one-half of normal construction costs; reviews size and layout for each home and 
provides information on obtaining building plans. 1969, revised 1978. 001-001-00019-1. $1.75. 


How to Build a House Using Self-Help Housing Techniques. . . describes the basic things you need to 
know to build a home of your own or renovate your present home; outlines the fundamentals of laying out 
the entire house, constructing and finishing the walls, and installing different kinds of floors and roofs; 
includes, in English and Spanish, illustrations of windows and doors, plumbing, water supply and sewage 
systems, and electrical systems. 1974. 023-000-00276-1. $1.40. 


Wood-Frame House Construction. . . presents established methods and principles for constructing a 
wood-frame house; contains drawings and easily understood instructions to guide you through the entire 
process of building a house. Revised 1975. 001-000-03528-2. $4.25. 


House Construction-How to Reduce Costs. . . offers advice on choosing the design and location for your 
new house and discusses options for interior design, materials, building techniques, and utilities 
installation. Revised 1977. 001-000-003729-3. $1.25. 


A Guide for Local Evaluation. . . acollection of readings that serve as a guide to local governments in 
managing and conducting their own program evaluations; intended to introduce the elements of a useful 
system without limiting flexibility to develop skills and methodology. 023-000-00237-9, $2.05. 


The Housing Listening Post Final Report: A Housing Information and Referral Service. . . describes the 
establishment and operation of a statewide housing information and referral service; includes 


information on operations, administration, cost, community outreach and expansion of the concept. 
023-000-00333-3, $3.30. 
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